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KEY ECONOMIC INDICATORS: ZAIRE 


All values in millions of U.S. Exchange Rate: 1 U.S. $ = 
dollars unless otherwise stated 36.5 zaires as of July 1984 


% Change 
1983 1982-83 


PRODUCTION 

GDP (constant 1970 

prices) 1,982 
Copper (thousands of 

metric tons) 510 
Cobalt (metric tons) 5,300 
Crude Oil (thousands 

of barrels) 9,300 
Coffee (metric tons 

exported ) 69,000 


MONEY CREDIT AND PRICES 
(in millions of zaires) 
Money Supply 14,000 
Net Credit to 
Government 10,400 
Net Credit to 
Business 3,000 
Consumer Price Index 
at year end 
(1975 = 100) 6,181 
Exchange Rate at year 
end (zaires/dollar) 30.120 
London Copper Price 
(U.S. cents/pound) . ‘ 724 


GOVERNMENT BUDGET 
(in millions of zaires) 
Receipts 11,500 
Expenditures 
(including debt 
amortization) 13,800 
Deficit -2,300 


BALANCE OF PAYMENTS 

AND TRADE 
Total Exports (FOB) 1,500 
Total Imports (FOB) 1,150 
Trade Balance + 350 
Overall Balance - 462 


EXTERNAL PUBLIC DEBT 
Outstanding at year 
end (including 
interest arrears) 4,330 4,1 
Debt Service Due 603.5 622 
Debt Service Paid 229.7 163 


73 4,193 
.€ 557.2 
3 222.2 


Sources: Bank of Zaire - Annual Report and semi-annual 
statistical publications, Government of Zaire 
presentations to the IBRD Consultative Group and the 
Paris Club (December 1983), International Monetary 
Fund - International Financial Statistics. 


1) All 1983 data are Embassy estimates with the following 
exceptions: debt statistics are from the Zairian Debt 
Management Agency; the money supply, consumer price index and 
balance of payments deficit were announced by Zairian 
authorities; and the copper price and exchange rate come from 
the IMF's International Financial Statistics. 








INTRODUCTION AND SUMMARY 


The Government of Zaire has significantly improved its 
economic and financial management, resulting in a brighter 
outlook for economic recovery and increased opportunities for 
U.S. business. As part of its economic reform program, 
undertaken in cooperation with the International Monetary Fund 
(IMF), Zaire is actively encouraging private enterprise to play 
a greater role in the economy. 


The results of economic reform efforts, which began to be 
implemented in early 1983, are impressive. 


-- Foreign exchange is freely available from 
commercial banks for imports. 


The exchange rate is now determined by supply and 
demand on an increasingly active interbank market. 


Foreign firms have recently been authorized to 
remit profits from investments in Zaire - for the 
first time in a decade. 


There are no quantitive restrictions on imports. 


Commercial banks can issue import licenses for all 
but a handful of products without prior approval 
of the Government. 


Inflation has come down nearly 50 percent from the 
1983 level of over 100 percent. 


The Government budget deficit and growth in the 
money supply have fallen sharply. 


Zaire has begun to reduce arrears in its debt 
repayment obligations. 


These improved conditions and the more open and competitive 
business environment in Zaire have improved the prospects for 
sales of U.S. products, especially capital equipment for local 
industrial and agricultural projects and transport equipment. 


The Zairian Government's focus on an enhanced role for 
private enterprise, combined with steadily improving business 
conditions, has resulted in a more favorable investment climate 
than at any time since the copper boom of the 73-74. With 
support from Zairian authorities, an activist group of leading 
domestic entrepreneurs is seeking foreign partners for a wide’ 
variety of projects. With vast untapped agricultural and 
mineral resources, Zaire offers prospective investors a wide 
variety of potentially profitable opportunities. 





ECONOMIC REFORM 


At the close of 1982, the Government of Zaire decided to make 
economic recovery and reform its highest priority. In the 
keynote speech to the January 1983 Congress of Zaire's single 
political party, and in subsequent messages, President Mobutu 
outlined a plan of action to improve economic and financial 
management, reduce corruption, and stimulate increased food 
production. Throughout 1983, Zaire moved quickly to implement 
a broad range of economic reform measures. Simultaneously, the 
government reestablished the dialogue with the International 
Monetary Fund (IMF). That dialogue had been interrupted when 
Zaire fell out of compliance with performance criteria in its 
previous arrangement with the Fund. Specific measures 
implemented in 1983 included: a sharply reduced government 
budget deficit and improved management of public receipts and 
expenditures; a total restructuring of the foreign exchange 
system; liberalization of import regulations; strengthened 
customs enforcement and revision of the customs tariff; 
tightened monetary policy; establishment of a domestic money 
market; tax reform, including a new tax system for Gecamines, 
the parastatal copper and cobalt producer; liberalization of 
trade in gold and diamonds; negotiation of debt rescheduling 
agreements with public and private creditors; and a reduction 
of the government's payment arrears. 


BUDGET: The proximate cause for the failure of several 
previous arrangements between Zaire and the IMF, most recently 
the 1981-83 agreement which was cancelled in mid-1982, was 
Zaire's inability to stay within the limits established for the 
government deficit. Expenditure control had proven especially 
difficult, while falling copper and cobalt prices resulted in 
lower government revenues than anticipated. In 1982, 
government receipts covered less than two thirds of 
expenditures. This deficit of almost nine percent of GDP was 
financed by borrowing from the domestic banking system, 
resulting in a 77 percent increase in the money supply in 
1982. Thus the deficit contributed both to excessive demand 
and to exaggerated monetary expansion, sowing the seeds of 
accelerating inflation. 


Reducing the deficit was a top priority for Zaire in 1983. 
After consultation with the IMF, the Government of Zaire 
established an austerity budget designed to reduce expenditures 
in real terms and to increase tax and other revenues, thereby 
reducing the deficit to more manageable proportions. These 
efforts succeeded in trimming the deficit to slightly more than 
two percent of GDP, about a fourth of the 1982 figure. The 
goals established in the 1984 budget are even more ambitious 
and appear to be on track as of mid-year. 





FOREIGN EXCHANGE SYSTEM: Prior to complete restructuring of 
the foreign exchange system last year, the international value 
of Zairian currency (the zaire) was fixed by the central bank, 
the Bank of Zaire. For most of the past decade, the zaire had 
been significantly overvalued, resulting in consistent 
shortages of hard currency at the official rate. This made it 
difficult for local industries to obtain imported raw materials 
and spare parts necessary to maintain efficient operations. 
Many local manufacturers, including U.S. subsidiaries, operated 
at a fraction of capacity because of such shortages. In 
addition, the chronic unavailability of hard currency through 
official channels prevented profit repatriation by foreign 
investors and spawned a large-scale "parallel market" for 
foreign exchange, where the zaire sold at a fraction of its 
official value. On the eve of currency reform, the official 


rate was six zaires per dollar while a dollar bought 30 zaires 
on the parallel market. 


On September 9, 1983, the Government of Zaire announced an 80 
percent devaluation of its currency followed by phased 
institution of a floating exchange rate system. The rate has 
since been set by supply and demand in an increasingly active 
interbank market. Because the rate reflects actual market 
conditions, foreign exchange shortages are less acute. 
Importers now obtain hard currency from their commercial banks 


more easily than in the past, though restrictive monetary and 
fiscal policies have made it more difficult for firms to muster 
the 65 percent deposit in local turrency required to open a 
letter of credit for imports. 


MONETARY MEASURES: The 3.3 billion Zaire Government deficit in 

» coupled with the credit increase for the private sector, 
resulted in excessive growth in the money supply. In addition 
to reining in the deficit for 1983, the GOZ imposed ceilings on 
credit expansion to the private sector. However, consistent 
with its philosophy of encouraging a greater role for free 
enterprise, the Government allowed private firms a greater 
share of 1983 credit expansion than in the previous year. In 
addition, the Government controls on interest rates were lifted 
allowing banks to charge more realistic rates. More recently, 
the Government took the first steps to create a domestic money 
market by selling new issues of short-term treasury bills to 
the public at attractive interest rates. The net effect of 
these measures has been a sharp decrease in domestic liquidity 
and an increase in interest rates. While most local firms are 
caught in a cash flow squeeze, these monetary measures are 
effectively preventing both rapid deterioration of the exchange 
rate of the zaire and a resurgence of inflation. 





ECONOMIC LIBERALIZATION: Until institution of the latest 
economic reform program, the Government of Zaire imposed: 
controls on prices, interest rates, imports, and foreign 
exchange allocations. As part of the new turn to greater 
emphasis on market forces and private enterprise, Zaire sharply 
reduced the government's economic regulatory role. With the 
exception of loans to producers of foodstuffs, interest rates 
were deregulated. Controls on producer and retail prices were 
dismantled, though firms remain subject to a posteriori review 
by Zairian authorities to ensure compliance wit egal profit 
margin limits. Import licenses are now freely issued by 
commercial banks for all but a handful of products -- mostly 
firearms and other dangerous products. Similarly, foreign 
exchange is no longer rationed but is available to all 
importers at the floating interbank exchange rate. 


MINERALS SECTOR REFORM: In response to the declining 
contribution of the minerals industry to the government budget 
and the balance of payments, Zaire instituted a series of 
reforms aimed at encouraging increased production and exports. 
In late 1982, private firms were permitted to establish diamond 
and gold buying “counters" to purchase these products from 
individual prospectors. A special exchange rate was 
established for such transactions which allowed these legal 
counters to compete effectively with diamond and gold smugglers 
who used the parallel rate. After institution of the floating 
exchange rate in September 1983, this special exchange rate 
system became unnecessary and was dropped. The liberalization 
of the diamond trade resulted in an 82 percent increase in 
legal diamond exports in 1983. Legal gold exports tripled. 
Diamonds were Zaire's third most important export in 1983 
(after copper and crude oil), earning almost $140 million. 


Reforms were also instituted to improve the ability of the huge 
copper and cobalt-producing parastatal, Gecamines, to 
contribute to the government budget. Most important was the 
foreign exchange system reform which allowed Gecamines to 
obtain sufficient cash flow in local currency. At the old 
overvalued official exchange rate, Gecamines was receiving six 
zaires per dollar for its exports at a time when gold and 
diamond exporters were obtaining a more realistic 30 zaires per 
dollar. Under the new exchange system, all transactions take 
place at the market-determined interbank rate, providing ample 
local currency to Gecamines. This increased cash flow, coupled 
with the institution of revised tax regulations for Gecamines, 
has allowed the firm to improve operations and fund required 
investment while simultaneously increasing its overall tax 
payments to the Government. The recent decision to assign 
Gecamines total marketing responsibility for its products is 
also designed to improve efficiency. 





DEBT: Zaire borrowed heavily during the 1972-75 period to 
finance a number of ambitious capital-intensive projects. 
Subsequently the country faced severe balance of payments 
problems and was unable to meet the relatively hard repayment 
terms of its existing debt. Public and private creditors have 
rescheduled Zaire's debt five times since the mid-seventies, 
most recently in December 1983. Following all but the most 
recent rescheduling, arrears soon reappeared. This time, Zaire 
agreed to establish a special account for. payment of debts to 
public creditors and to make monthly payments into this account 
to avoid a reemergence of arrears. As of mid-1984, all monthly 
payments had been made on time. Zaire is also in the process 
of renegotiating its debts to private creditors. Given the 
repayment schedule facing Zaire for the next several years, it 
is clear that additional reschedulings will be required. 


In addition to improving its current debt service performance, 
Zaire has made a serious effort to reduce existing accumulated 
arrears on short-term commercial transactions. While the 
backlog is major, it is slowly but steadily being reduced. 


PROSPECTS FOR SUSTAINED RECOVERY: Since early 1983, Zaire has 


made substantial progress in implementing economic 


stabilization measures. However, during the past decade, the 
record in implementing such programs is mixed. The 1975, 1977 
and 1981 programs failed when the Government was unable to meet 
performance targets established by the IMF, leading to 
withdrawal of access to Fund resources. However, the prospects 
for long term success of economic recovery efforts depend not 
only on the ability of the Government of Zaire to sustain the 
program of structural reform of the economic and financial 
system but also on its ability to secure from world bank, int'l 
donors and in foreign private sector sufficient new funds to 
move beyond the current stabilization economy toone of 
rehabilitation and renewed growth. Zaire can not accomplish 
this without such additional funds because its debt secure 
burden even with additional rescheduling will remain 
burdensome. There are a number of encouraging signs which 
point to a better chance of success than with previous programs. 


-- Recent performance has met all IMF performance 
criteria despite low world prices for Zaire's 
major exports. 


During 1983 and 1984, Zaire implemented a degree 
of structural reform which went far beyond that 
involved in previous programs, including total 
revision of the foreign exchange system and 
decontrol of prices and interest rates. 





After the initial shock of the 1983 devaluation 
and sharply rising prices, inflation has slowed 
dramatically, purchasing power appears to be 

recovering, and business confidence is building. 


IMPLICATIONS FOR U.S. BUSINESS 


The Government of Zaire's strenuous economic reform 
efforts have improved prospects for an expanded U.S. 
business role in a broad range of activities. Exporters 
will find Zairian clients with more access to foreign 
exchange than in the past and able to obtain import 
licenses freely from their private commercial banks. In 
this open and increasingly competitive system, U.S. 
exporters who can compete with traditional European 
suppliers in price, quality and delivery terms will find 
the Zairian market worth exploring. Though opportunities 
exist for sales of a broad range of products, the Embassy 
judges that prospects are best for: forestry equipment 
(logging and sawmill); construction machinery; mining and 
extraction machinery; trucks, trailers and buses; textile 
products (especially used clothing); plastic production 
equipment; marine equipment (marine diesel engines) and 
certain building materials suited for low-cost 
contruction. In addition, Zaire is likely to remain a net 
food importer for some time. Though much food is imported 
under U.S. and other donors' aid programs, commercial 
sales of rice and corn from the U.S. offer reasonable 
chances of success. Commercially-imported U.S. rice is 
already on the market in Kinshasa. New to market U.S. 
exporters should focus on the major private 
importer/distributors concentrated in Kinshasa and on the 
larger parastatal enterprises such as Gecamines, the huge 
copper and cobalt producer. 


U.S. corporations have invested heavily in Zaire, 
mostly in the early 1970's. Gulf Oil, General Motors, 
Goodyear, Continental Grain, Texaco and Mobil, for 
example, have significant facilities in Zaire. In 
addition, U.S. companies are active in such fields as 
banking, hotels, car rental, accounting, consulting, data 
processing and law. These firms have experienced 
difficulties during the past decade because of foreign 
exchange shortages and a difficult operating environment. 
However, with the economic progress recorded since the end 
of 1982, several major companies are planning to expand 
their Zairian opérations. 


In addition to improving economic conditions, the 
Government of Zaire's greater emphasis on private 
initiative and reduction of government regulation, 
including abolition of price controls, has improved the. 
climate for U.S. investment. The recently concluded 
Bilateral Investment Treaty offers U.S. investors 
important assurances in the areas of transfer of profits, 
employment of necessary expatriate technical and 
managerial personnel, and dispute settlement. The newly 
revised Zairian Investment Code simplifies and streamlines 
the previous code and offers a range of tax exemptions and 
other inducement to potential investors. 
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